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THE ROLE OF BANKING IN FOREIGN TRADE
By OWEN L. CARLTON
Mr. Carlton is Vice President of the Central National Bank of Cleveland, Ohio. It
is a pleasure to publish this paper which he delivered at the September meeting of the
Cleveland Chapter of ASWA.

When one reads the history of the world,
40 years is an insignificant period of time
and yet only 40 years ago the financing of
international trade was done almost entirely
in London, which was the money center of
the world. Sterling was the currency known
around the world and the United States
dollar was little known. In fact, 40 years
ago the United States was just beginning
to reach maturity. We were not far away
from the time in our history when our
credit was not too good—not far beyond that
period when our railroads had been com
pleted to connect the east and the west
coast and when the story was told that one
of our railroad builders, while lunching with
a British steel man, was asked by the steel
man, “Weren’t those terrible rails we sold
you ?” The answer from the railroad builder
was, “Not half as bad as the bonds we gave
you in payment for the rails.”
How things have changed in these 40
years—the credit of the United States now
unquestioned, and everyone around the
world reaching for the United States dollar.
I am sure it would be an astounding figure
if it could be known, how much United
States currency is circulating outside of the
United States as an almost common medium
of exchange. We hear a universal cry all
over the world regarding dollar gaps and
dollar shortages. Why? Simply because the
United States dollar is one of the few cur
rencies of the world that has no restrictions
as to how it may be used or where, and above
all, it will buy almost anything anyone wants
and it will take one to a lot of places to which
we would all like to go. If the United States
dollar did not have these qualities, then
there would be no dollar shortages and no
dollar gaps.
I had the privilege of visiting one of our
neighboring countries to the south and, in
chatting with two citizens of that particular

country, they said “We have a dollar short
age down here. What are you people in the
United States going to do about it?”
Before we get too far along, let me point
out that I too have a dollar shortage and al
ways will have, simply because there are so
many things that I would still like to buy
and so many places where I would like to
go, but I wonder what your answer would
be if I asked, “What are you folks going to
do about my dollar shortage?”
I didn’t have to answer the question asked
by my friends for, as the conversation de
veloped, they answered it themselves when
they said, “We have 60 million acres of land
in our country suitable for grazing and
tilling purposes, but we are using only 15
million acres and as a result we do not grow
enough food to feed our people. Therefore,
we are compelled to buy food from our
neighbors, but they make us pay for such
purchases in United States dollars.” The
solution to their dollar shortage, therefore,
would be—grow more food which, in simple
language, means “Work”. Should they use
efficiently the rest of the idle acres that they
mentioned, they would not have had to use
their United States dollars to buy food from
their neighbors.
We all have confidence in our dollar but
many of us are wondering what may happen
to that good old dollar if we continue our
generosity and give it away without at least
cautioning people that they must work—
grow food—make things that will be for
the good of their country and for them
selves.
Recently, I asked a man who had been
in the grain business all of his life if it was
an act of God that we had bumper crops all
through the second world war years. Such
bumper crops that it was possible for us to
feed not only our own people, but send food
all over the world. His answer was, “Surely
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we must give God credit, but we should not
forget the men in our country who had the
imagination, the ingenuity, the stamina and
the desire to devise, plan and build agri
cultural machinery which enabled the far
mers to prepare the soil and plant the seeds
in a matter of a few days, compared with
the days when they were dependent upon
the horse drawn plows and harrows.” Think
of what the time saving machines have done
in winning the battle against bad weather.
Then, think of the benefits from research.
In the olden days, the seed from one un
fertile ear of corn would waste an eighth
of an acre of ground. Today through re
search, better seed corn and seeds of all
kinds are produced and are tested before
planting, thereby eliminating the waste in
acreage. The use of modern, up-to-date
agricultural equipment and the benefits
from research are really what is needed
around the world today and if applied dili
gently, dollar gaps will begin to close and
with ample feeding of people, the breeding
ground for a lot of unrest and unhappiness
in the world will be eliminated.
Forty years ago the Federal Reserve
Bank was about to be born and in the Fed
eral Reserve Act were to be incorporated
many favorable regulations for financing
readily marketable staples and the move
ment of goods and raw materials between
countries. Immediately your commercial
banks prepared themselves to finance inter
national trade. As World War I developed,
we found many countries had been deprived
of a source of supply of things that they
needed that had been coming from Europe
and were looking to us to help them. World
War I ended and this great country of ours
was no longer a debtor, but had become a
creditor nation. Our production facilities
had increased to a point where we could
produce more than could be absorbed by
our own home market. Therefore, industry
broke through the borders that contained
the United States, and sold its products
everywhere, and people the world over had
an opportunity to use things made here
and almost over night we became inter
national traders. As industrial recovery in
Europe became a reality, we found we had
competitors in this world market but for
tunately we have found continuing markets
for the things that we make and have done
a remarkable job in meeting the competi
tion. Today there is a constant demand for
things made in the United States.
Banks in the United States have kept
pace with international trade developments

to the extent that today the exporter and
importer have an abundance of help avail
able to them through their banks. Not only
do banks maintain close relationship with
all the important centers of the world
through correspondence, but they have their
own representatives make occasional visits
to those centers to further establish and
cement a world wide organization to help
industry purchase needed raw materials
and to collect for industry the dollars in
payment of finished goods that it sells in
the world wide market.
It takes a lot of money to keep a 25 bil
lion dollar business going and this is
actually what United States foreign trade
amounted to last year. Some say that this
is only a small part of our total yearly pro
duction, but we have found that this foreign
trade may change the operating results of
a business from red to black. What would
many of our industries do today should they
be deprived of the source of raw materials
from the four corners of the world neces
sary to make their particular product, and
what would some of our producers of vast
quantities of goods do if they did not have
this additional consumers market? Banks
fit right into this business through the
complete service of their foreign divisions
established really for industry to provide
it with information regarding foreign
buyers, up-to-the-minute facts regarding
economic and exchange conditions in foreign
countries, to open commercial letters of
credit for the purchase of goods from
abroad, to finance its storage upon arrival
in this country, to collect drafts that may
be drawn on out-of-the-country purchasers,
and to advance funds against such collec
tions in anticipation of their payment.
In short today’s commercial bank is ready
to help from the time an inkling of an order
is received right up to the point where the
money for the sale is collected and deposited
in the bank.
Surely, the easiest way for you to receive
payment from foreign sales is to be pro
vided by the buyer with an irrevocable con
firmed letter of credit. You then have a
document which is practically the same as
cash on the barrelhead. As you know, irre
vocable letters of credit may be issued in
your favor by your customer’s bank in the
city where he lives. You then have the full
responsibility of his bank behind the credit,
but his bank may be far away and you may
know very little about the financial respon
sibility of that bank and have only limited
knowledge regarding the exchange condi
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you do business is interested in having
these credits opened through their bank but
even though it may be opened through an
other bank, they are always willing to dis
cuss these points with you, their customer,
and if any specifications should be changed,
they will assist you in having such specifi
cations changed through the opening bank.
Many a headache will be eliminated if you
will do this promptly. Always look at the
expiration date when you receive the credit
and if it does not allow enough time for you
to produce the goods, clear the shipment
and draw under the credit, ask for an ex
tension at once. Don’t wait until the last
minute. We have seen cases where the ex
piration date of the credit had to be changed
at the last minute and because of changed
conditions in the market for the particular
item being purchased, the buyer was anxious
to find some way whereby he would not be
compelled to make the purchase and there
fore refused to extend the expiration date
of the credit.
The United States importer can also be
provided with an abundance of help if he
will talk with his banker during that period
when he is about to place an order for a
purchase from abroad. The banker can point
out many things that should be considered
and understood by the buyer and seller be
fore the order is even placed. A letter of
credit has many advantages for the im
porter and while it does not replace the
contract that should be entered into between
the buyer and the seller, it can be very help
ful to the importer if he asks for his
banker’s help before drawing the contract.
The buyer will then be in a better position
to inject all of the protection necessary into
the terms of the letter of credit when he
is asked by his customer to open it.
Visiting another neighbor to the south, I
was told by one of my friends that just
prior to World War II, the people of his
country were pro German; pro German
simply because the business men in his
country liked to do business with German
business men. Buying from German firms,
they found them to be generous with credit
terms and they usually had a representative
on the ground authorized to allow extension
of the maturing drafts—should additional
time be required—and take care of any
irregularities that might develop with pur
chases made. He compared the treatment
from German sellers with that which they
received from the United States by saying
that the United States seller invariably de
manded cash on the barrelhead and he had

tions prevailing in that country. The sad
part of it is that countries that maintain
exchange controls which are managed and
directed by an exchange control committee,
may change the rules over night regarding
the doling out of exchange. Therefore, it is
advantageous to you should the confirmation
of a United States bank be added to such
irrevocable credits—then you have the full
responsibility of the United States bank
and when the foreign shipment has been
made and the documents as specified in the
credit are provided and presented by you
to the United States bank, you will receive
payment immediately if you ask for pay
ment prior to the expiration date of the
credit. However, because of the exchange
controls that we have mentioned and be
cause of the high charges made by banks
in other lands compared with those made
by your United States bank, foreign buyers
are always anxious to make arrangements
with you, the seller, which will eliminate
the necessity on his part of providing you
with this confirmed irrevocable letter of
credit.
Such arrangements can be made in many,
many cases when you are satisfied, first,
with the financial responsibility of your
buyer, and, second, when you know definitely
the exchange conditions of that particular
country and know that they will not inter
fere with the ultimate provision of United
States dollars to reimburse you for your
shipment. Your bank can be helpful in pro
viding you with all this information and
can always keep you posted if you will let
them.
Your foreign buyer, who may be sub
jected to very high interest rates by his
bank when financing his imports, is usually
willing to have you include, in your sales
price, satisfactory interest charges which
in turn would reimburse you for the time
your money is tied up awaiting ultimate
payment. Your bank is always glad to work
out arrangements for advancing money
against such transactions whereby you may
be reimbursed immediately and the funds
made available for your everyday opera
tions.
If you do have a letter of credit, be sure
to consult your banker regarding any speci
fication in the credit that is not entirely
clear to you, immediately upon receipt of
such-credit. It is often too late to make
changes when you present the documents to
your bank for payment as the merchandise
may already be loaded on the boat and on
the way to the buyer. The bank with whom
7

good public relations is for someone else
to carry on and develop while we fail to
realize what an important part all of us
play in this business of international trade,
developing pleasant relationships not only
between buyer and seller, but with the
countries with whom we transact business.
My own feeling is that two good business
men can get along well anywhere and can
understand each other.
Working together—the business man and
his banker—we can make this a little better
world in which to live, and, through this
cooperation between foreign traders and
bankers, we can make the wheels of import
and export trade turn smoothly.

no representative on the ground and was
not particularly willing to meet the compe
tition offered. Naturally, he continued,
“With such pleasant relationships with the
business men of Germany and my country,
we leaned in the direction of Germany.”
This may be a challenge to all of us to
have satisfactory and pleasant trade rela
tions with foreign countries so that we may
develop closer and friendlier relationships
in a similar fashion. It makes one wonder
if the good will established between two
business men in two countries may not be
far more effective than government repre
sentatives chosen to do it for us. Maybe
we have had the feeling that this matter of

WHAT'S NEW IN READING
By MARY NOEL BARRON, CPA, Carbondale, Illinois
ASSET ACCOUNTING by William A.
Paton and William A. Paton, Jr. (The
Macmillan Company, 60 Fifth Avenue,
New York 11, N. Y. 549 pages. $5.)

Accounting students and practitioners
will find this book both challenging and
helpful. The greatest contribution of the
book to accounting literature is probably
the thorough and searching inquiry into
valuation and other price level problems.

The authors have selected the asset side
of the balance sheet and presented the ma
terial in the light of the recent complicated
developments within our economic system.
They state in the preface that “the assets of
the enterprise are the primary factor in its
economic make-up, and the underlying ob
ject of operation is the expansion of re
sources through efficient utilization. . . .
This book represents an effort to draw to
gether and discuss systematically the ac
counting problems and procedures particu
larly associated with business assets,
broadly defined. . . . The study of assets is,
in large part, the study of costs. . . . More
over, since the crucial problems of income
determination are in the cost area, a thor
ough inquiry into asset accounting appro
priately includes attention to a wide range
of questions concerning the reckoning of
net earnings.”
Emphasis on valuation and sound inter
pretation of recorded data are distinctive
features of the book. The impact of infla
tion on accounting is given thoroughgoing
treatment. Methods of adjusting plant ac
counts and depreciation accruals receive
particular stress, and a final chapter is de
voted to the most complex of all value de
terminations—finding the worth of a busi
ness enterprise as a going concern.

*

*

*

SELECTED READINGS IN ACCOUNT
ING AND AUDITING edited by Mary E.
Murphy. (Prentice-Hall, Inc., New York,
1952. 431 pages. $3.95.)
This book is one of the first of its kind
and is commendably done. The author has
taken excerpts from articles by Englishspeaking writers published in the last ten
years. There are seven sections dividing the
book as follows;
Section

I.

No. of
Excerpts

Science of Accounting

6

II.

History of Auditing

11

III.

Financial Statements

3

IV.

Consolidated Statements

5

V.

Costs, Budgets, Govern
mental Accounting and
War Contracts
5

VI. “Great Issues” Under De
bate
10

VII.
8

Look Into the Future

5

